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APPEARANCES:

TVA BOARD MEMBERS:

Bill Sansom, Chairman
Bill Baxter

Denny Bottorff

Don DePriest

Mike Duncan

Skila Harri

Howard Thrailkill
Susan Williams

PANEL #1 - NOTICED DISTRIBUTORS

Jim Al ison - GM, Duck River Electric Membership

Corp., Tennessee

John Humphries - Superintendent, Princeton Electric

Plant Board, Kentucky

Gerald Hayes - President/CEQ, Warren Rural Electric
Cooperative Corp., Kentucky

Ray McLennan - Board Chairman, Paducah Power System,
Kentucky

PANEL #2 - NHON-NOTICED DISTRIBUTORS

Fred Hayslett - GM, Columbus Light & Water Department,
Mississippil
darold DePriest - President/CEC, EPB {Chattanocoga,)
Tennessee
George Kitchens - GM, Joe Wheeler Electric Membership
Corp., Alabama
Tston Glover - Manager, Pennyrile Rural Electric
Cooperative Corp., Kentucky

PANEL # 3 - OTHER

Jack Simmens - President/CEQ, Tennessee Valley Public
Power Association
Fd Bredniak, President, CMCC, Calvert City, Kentucky
Roy Palk ~ President, East Kentucky Power Cooperative
Mark David Goss - Chairman, Kentucky Public Service
Commission
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We'll put them in the record and post them to our web
site, so any written comments, these and others can he
made part of the record. Okay.

Gentlemen, 1f we could have our second
panel. As these folks are being seated, I would like
to introduce them, and then we'll hear from tLhem as we
did the first panel. They also represent four of the
distributcors in the Tennessee Valley regicn. They are
Harold DePriest, president and CEC of the Electric
Power Board of Chattanooga. Eston Glover, manager of
Pennyri;@ Rural Flectric Cooperation here in Kentucky,
and Eston is keeping the lights on for us here today.
I think he would tell you a little humorously he's got
something tied together, and he told them not to risk
untying it until the meeting is over. He may remark
about that.

Fred Hayslett, who is general manager
of Columbus Light and Water Department in Mississippi,

and George Kitchens the general manager of Joe Wheeler

Panel members, I will remind you the
yellow light will remind you when you have two minutes
left. The red light will come on when you're out of
time. We're not going to Jjerk you off. I think the

first cne worked well, so it's really for your benefit
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to kind of tell vyou how to conclude your remarks. Mr.
Chairman.

MR. SANSOM: Okay. Thank you very
much, and thank you all again for coming and being
with -- and Eston, congratulations on your new job. We
hope to work well with you as we move along.

MR, ESTCON: Same here,

MR, SANSOM: So congratulations. He
was tust elected chairman of TVPPA, whatl, Lwo nights
ago’?

MR. ESTON: Yes, sir.

MR. SANSOM: What an honor to come up
here and meet us for the first time, so congratulations
TO you.

MR. EBESTON: Thank vou.

MR. SANSOM: [ don't know what order.
Harold, do you want to start?

MR. DEPRIEST: Yes, sir, I will. Mr,
Chairman, and members of the TVA board, my name 1is
Harold DePriest. I'm the president and the CEO of EPB
of Chattanocoga. I1'm past chair of TVPPA and the
current chair of the Tennessee Broad Band Council. I'm
also a member of the board of TMEPA. EPB of
Chattanooga is your third largest customer in terms of

thne amount of load that we serve. We're the fourth
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largest customer in terms of the number of customers.

In addressing vou today, T will be
discussing the issues upcn which the larger
distributors have differing opinions. We're certainly
not in unison. A lot of what I'll say probably will
refiect a lot of your larger customers, but I,
essentially, am speaking only for myself and for the
opinions of Chattanocoga.

The issue of today's hearing is of
fransmission access, which I think is something that
has Lo be put in its proper perspective. The Tennessee

Valley is currently in a unigue position in terms of

are served exclusively by the Tennessee Valley
Authority, that's based most on exclusive contracts as
well as federal legislation that, in effect, put a
fence around the Tennessees Valley.

I suspect that the people in this room
would have differing opinions about the wisdom o
removing that fence. ['m not speaking about the wisdom
of removing the fence. I'm speaking from my concern
that sconer or later that fence will be removed. Quite
simply, we've been concerned for a number of years that
a legislative solution may remove the fence around the

valley and do so in a way that ls perhaps a little bit
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precipitous. What we are interested in seeing as

in & very controlled manner to give both you at TVA and
us the distributors an opportunity to respond to a more
competitive wholesale market.

You may have heard that perhaps TVFPPA
was involved in trying to foster legislation. That is
not true. 1'm here today to tell you that cur real
issue is to avoid legislation. What we would like to
see is a contractual solution to the problem.

I might add too, this is not a new
problem. I've been the president of EPB for 10 years,
and for that entire 1lG-year period, we've been
discussing and alternately negotiating this issue with
TVA, so it's been around a long time. There's been a
lot of thought gone into it, and I do think we've
finally come to terms with something that could work
well both for TVA and for the distributors.

We came up with several pretty simple
principles that are embodied in TVPPA board action and
those principle are these. First, that it is possible
to deal with this issue contractually rather than
legislatively. We think that's the preferred solution.

The second issue is the access of the

TVA transmission system and the ability to purchase
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scme power from sources other than TVA are the keys to
gradually removing the fence. But, in fact, they are
the cornerstonss.

Our third positlon 1s that by

controlling the amount of power purchased elsewhere,

to respond in a timely manner to the changes that this
will bring about in the valley. Such actions, we
think, have to be done in a way that meet the needs of
all distributors. The distributors who have given
notice, those who may in the future, and, frankly, &
large number of distributors who probably have no
intention of giving notice. We think it's important
that all of their needs be met.

Our final noticon is that we support the
principle of removing the federal fence legislatively
in a properticonal manner as load may leave the valley,
but we don't think that that's a prereguisite to being
able to arrive at a contractual solution., You already
have the ability to sell power to 14 different entities
based on current federal law, and that's a reascnably
large market. But we think the real key to this
proposal 1s the notion of proporticnal -- the fence
coming down in a proportienal manner.

We think the contractual sclution is
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much, much Lo be preferred. My concern is just simply
thisg, if we wait and allow a legislative solution to
occur, I'm not sure that those of us in the valley will
pe able to control all of the unintended conseguences
of that type of legislation. The devil 1s always in
the details, put I think it's going to be important
that this be done in a way that meets the needs of our
customers.

Finally, I'd iike to cffer one
additional thought. Most of the people in this room
are long-time utility people, and we're all familiar
with the neotion that we have captive customers. [ can
say that to you because in Chatteanooga, that's one of
my biggest issues, trying to ensure that my employees
understand that they exist for the customer's benefit
and not the other way around. Having captive customers
can, I think, be a very corrosive element in any
organization. I think we would all benefit Ifrom some
degree of competition. I think our challenge is to
bring that competition to the valley in a controllied
and limited way so that we have an opportunity to
adijust.

This concludes my remarks, and I thank
you for giving me the opportunity to state my oplnions.

MR. SANSOM: Thank vyou, Harold.
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MR. GLOVER: Mr. Chairman and the TVA
board, I want to thank you for allowing me to be here
today to talk to vou about the needs and concerns of
the distributors in the wvalley. In relation to what
Tom was telling you a while ago, you all are new to the
electric industry, but the managers sitting behind me
know that when you have a meeting like this, you want
the lights te stay on.

So I went by the line crew this morning
and the operations superintendent, and L sald, Do we
have anvything going on out there? And they said, No,
and I said, let's make sure nothing goes off. Five
minutes later, I was at a meeting and I got a call,
Your luck's really in the gutter today, Eston, there's
been a car hit that hit a pole right by the convention
center, and I said, Get the power on, you know, and so
it's an issue, but we are fortunate to have these kinds
of people that take care of the need at the time.

My name is Eston Glover, Junior, and I
am president and CEQ of Pennyrile Electric Cooperative
serving 45,000 consumer owners in nine counties in the
socuth west part of Kentucky. I've served as president
of the Kentucky Managers Association, currently serve
as secxétary treasurer of the Kentucky Assoclation of

Flectric Cooperatives, and I also serve as chairman of
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the board of the Tennessee Valley Public Power
Associatlon.

TVPPA represents 158 distributors in
the valley. Our cooperative, along with cther
distributors in the Kentucky area, have dealt with the
issue of lower costs ¢of electriclty provided by some of
our neighbors, and we have spent a lot of time
researching and leooking at the opticns for being able
to buy ﬁholesale power at a cheaper rate.

We visited with most every suppliler of
wholesale power and evaluated all the optiocns relative
to price, reliakbllity, cost tTo move from TVA,
generation capacity and transmission issues, all of
these things we've locked at and talked about, but we
decided sarly on that TVA was the best supplier for us
at this time.

Actuwally, since that decision, we have
seen a narrowing of the opportunity to save money on
energy costs and in some cases a reversal in how cur
costs compare with some of our nelighbors. Since we
have made the decision Lo stay with TVA and to continue
to buy our power from this supplier, 1t is In our
member owners best interests that TVA continue to be &
strong and healthy organization.

We alsc believe 1t is very important
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that TVA operate in a fiscally sound manner, continue
to maintain a strong bond rating in the open market,
and that the distributors choosing To stay on with TVA
should not bear an undue burden of costs brought on by
any distributor chcoosing to buy power outside the
valley,

TVPPA has a steering committee
consisting of neticing distributors and non-necticing
distributors. We have worked very closely with TVA
developing a document containing a framework of ideas
for discussion that will resolve issues relative to
transmission, generation and transmission ownership,
and partial reguirements. We strongly support this
effort and praise the work of these that have been
directly involved in putting this in place.

Within this framework document, we feel
that a nonlegislative contractual plan is the best
approach to use. This contractual arrangement would
allow for transmission access on a comparable, just and
reasonable, and nondiscriminatery kbasis for all who
choose alternate power suppliers and/or purchase or
construct thelr own generation and transmission assets.

We agree that the arrangement must meet
the needs of all the distributors, including the

current notice givers, future notice givers, and those
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with no desire to leave TVA. We also agree that the
arrangement should project all distributors from undue
costs shifting between various groups of distributors.
We feel that there should eventually be legislative
action modifying the TVA fence, so that the TVA will
have the opportunity to sell a pro rata amount of power
outside the valley compared to the amount of load lost
to other wholesale providers. But until legislation
action can cccur, the framework document should be used
to reach a contractual agreement allowing [or

transmisslicn access.

parties to solve issues of transmission, partial
requirements, generation and transmission cwnership,
and the framework document that you have seen today 1s
evidence of that.

I encourage you to continue your
management method by allowing TVA's CEC and management
persconnel, along with this board, to continue to work
with TVPPA leadership in fleshing out the issues still
remaining and finalizing a contractual agreement that
will meet the needs of all the valley, not just one or
two segments of the valley. I'm sure you realize that
not everyone will agree with everything that's in the

finished product. But worklng together, everycne can
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agree that a jointly negotiated contractual agreement
can meet the needs and expectations of all partlies.

Thank you for allowing me to express
the views of the TVPPA, which represents all 158
distributors in the valley.

MR. SANSOM: Thank vou, Eston. Fred.

MR. HAYSLETYT: Good morning, Mr.
Chairman, members of the board. My name is Fred
Hayslett. I am the general manager of Columbus Light

and Water in Columbus, Mississippli. 1 am the Iimmediate

Valley Public Power Associaticon and the immediate past
presid@ht of Northeast Mississippi Public FPower
Bssociation consisting of 28 distributors. Although
geographically situated to have easy access to other
power suppliers, barring any unforeseen circumstances
or dramatic policy shifts by TVA, I doublt that Columbus

Light and Water would be a distributor to give notice

£

to any part of its load.

As such a distributer, it is in our
interests for TVA to remalin a viable financially,
stable, power provider. It 1is in our best interests
that we not be bufdened with undue cost shifting
created by the departure of other distributors or

customers. This is why I wholeheartedly support the
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contractual transmission access framework as put forth
by the Tennessee Valley Public Power Association. 1
know that TVPPA has made every effort to keep TVA and
congressional delegations informed as this product
evolved. I am appreciative of the constructive input
and comments that TVA has provided to this process.

T have spent the past 30 years involved
in some form of municipal level of public service, from
elected office to utility management. This experience
convinces me that a contractual arrangement bpetween TVA

and the distributors is by far a much better road to

The framework put forth by TVPPA, which
addresses transmission access is one that I believe to
be fair to all distributors. This proposal ailows
those distributors who have glven nctice (o remove
their entire load from the TVA system while benefiting
those non-notlcing distributors by methods such as
retaining exclusive rights to the continued forward
purchase of the ocutput of TVA's current heritage

1 o

generation assets and the future TVA generation assets.
This proposal supports the principle
that TVA remain viable and financlally strong. We want

TYA to continue to be an attractive investment

opportunity. This desire to help ensure TVA's
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viability is the driving force pehind the proposed
measured rate of departure for any future noticing
distributors for all or part of their load. A ratable
departure level can be managed and will mitigate
negative financial impact. In addition to providing
the protection to TVA, this process would alsc provide
protection to those distributors who have no desire to
give notice.

We further support the idea that as a
second step, the TVA fence should be modified by
legislative actlion that allows TVA to sell power to
those other than the identified 14 entities in the 1959
amendment tTo the TVA Act. That would give TVA the
ability to sell outside the fence on a prorated basis
set by the amount of loss load. However, this desire
for a legislative change must not stand in the way of a
contractual process Lo allow transmission access, The
legisiative fence modification is not a prereguisite
for transmission access. The legislative -- 1n truth,
those 14 identified utilitles represent a majority of
those with whom TVA already has an existing
interconnection agreement and provides a falrly deep
market for the sell of excess TVA power.

I encourage the TVA board to instruct

o

TVA executives to negotiate in good falth with TVPPA to
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develop a contractual agreement based on the framework
developed by TVPPA. [ have no doubt that if TVA, the
noticing distributors, and the non-noticing
distributors do not execute an agreeable contractual
arrangement pertaining to transmission access fairly
soon, 1t will be done for us and as is cften the case,
none of usg is going to 1ike the end result. I thank
you and I appreciate the time and I appreclate the
forum that you provided for the distributors, thank
YOu.

MR. SANSOM: Thank you, Frad. George,

MR, KITCHENS: Good morning, Mz,
Chairman, members of the board, I want tfo thank vou for
the cpportunity to participate in this process today.

I am George Kitchens, I'm the general manager and CEO
of Joe Wheeler Electric Membership Corporatlion. We
serve about 41,000 customers in two counties in north
Alakama. 1 also serve as chalrman of the North Alabama
Public Power Association and as a member of the TVPPA
bhoard.

In my remarks this morning, I'd like to
attempt at least represent the broad mixture cof views
and distributors that we have in north Alabama as well
a8 our own company's point of view, None of the

companies in north Alabama have given TVA notice of
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their intent to buy power elsewhere. That's a plus

Huntsville Utitities, for example, is
among the largest of the TVA distributors and the City
of Cortland is the smallest TVA distributor in the
system with about 200 customers. Lven though nobody
haz given notice, there are those ameng us in north
Alabama that have explored cther opportunities. We
have had one distributor seriously look at buying power
from other providers. We have had others among us that
have expressed the desire to buy a portion of their
power from others if that opportunity were avallable.
We've alsce had a distributor that has looked into the
prospects of bullding its own generation.

By and large though, we all enjoy the
high quality of service and reliability that we get
from TVA, and we hope that that can continue geing
ferward., At Times you've heard this merning mentioned
the long-term contract discussions that have been
taking place in the valley from time to time. There's
been interest expressed by a large number of our
distributors in north Alabama of their desire Lo enter
into an agreement of that sort. Right now though we're
here Lo address transmission access and that is a very

important issue.
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TVA and the distributors are at a
significant crossroad in our history. It's my belief
that in these changing times that TVA and distributors
should work together proactively, craft changes tThat
result in a financially healthy TVA, ceontinue strong
econcmic growth in the valley, and that meet the needs
of distributors. The framework that TVPPA has
developed cover the past several months, I think
provides a good opportunity to do that. By working
together, our organizations and TVA can craft a
soiuticn that works for the best benefit of the valley
much better than a sclution that's created in
Washington, that as Harold mentioned may result -- and
may give us results that we don't like.

We've got unigque situations here in the
valley and a solution that we develop here in the
valley by working together can best address that., You
know, in the early days of TVA, and I would like to
compliment you. I know this hearing today is being
held on the TVA's 73rd anniversary. It's a great
heritage that we have. In the beginning TVA and over
the course of the years sort of had a paternalistic
relationship with its distributors. That relaticonship
was necessary early on.

However, as TVA has matured into a
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world class operator of generation and transmission
assets, by the same token, distributors have matured
into sophisticated professionally run organizatlions.
And, folks, just like any parent child relationship,
sooner or later the kids want to eat at the grownup
table, and I think the framewcrk that we've developed
to address the issue of trarsmission access 1s an
example of that.

I strongly support a contractual
sclution of this rather than a legislative or
regulatory solutlion that might come out of Washington
and not be good for arny of us. It might take us too
far too fast. Even as the Berlin wall came down, it
didn't come down by a mass explosion that took place.
They chipped at it and it came down 1in a measured,
controlled way so that those countries affected
benefited from it.

Members c¢f the board, I want to thank
you for this opportunity to participate in these

hearings. I urge your serious consideration of the

proposals that are presented here today. ITt's my hope

that you will authcorize the CEO of TVA and his
representatives to continue the discussions and
negotiate and execute contractual agreements with the

distributors that embrace tChe TVPPA framework. These
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solutions will work to the best interests of the
Tennessee Valley. Thank you very much.

MR. SANSOM: Thank you, George. Thank
vou all very much. We'll go toc the same thing, we'll
ask vou guestlons. The grownup tabklie, don't ask about
the food, though, don't they, that's what you learn.
1711 yield to the —-

MR. DUNCAN: Let me start with this
bond issus. One of the critical things and that makes
TVA work with the amount of debt that's been alluded to
is our bond rating, and I would think that that's an
integral part of the plan that you put out there. 5o
let me ask Dennvy's guestion, how do you think this
affects our bond rating, your plan?

MR. DEPRIEST: I think, sir, that that
would éep@nd upon how it's applied, but I think if we
come to an agreement on a way that's allowing any power
that leaves the valley not to exceed the growth, I
den't Seé how that can hurt that bond rating. Your
bond rating is just like my bond rating. It's based on
your ability to raise rates toc pay the bonds and as
iong as you have that amcount of base lcad for the
generation you've aiready got out there, you're going
to be able to do that.

ME. SANSOM: Let me ask about the
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decisions from TVPPA's side, probably of what TVA does
about Brown's Ferry or, I mean, again, I'm kind oI
asking this in the new person. Have you all been

involved -- when you're betting on TVA, wnich is what

involved in whether these nuclear plants come on or
not? Do people -- does TVA -- do they talk to you?

I'm going to go onto ownership in a minute, okay. But
have you had input into that? Do you support that from
a TVPPA point of view?

MR. GLOVER: The operation of the
system has been controlled by TVA, and they've made
decisions to best use the units that they have in
place. Now, if there was golng to be a big change or a
big unit brought on, there has been discussion with
TVPPA in that realm, but we know that TVA and the
people there know how to operate the system and their
assets, and I guess this has not been a blg part of
what we've tried to do. We just want to be involved in
the ownership or the —-- having some involvement in any
new assets or generation that might be put on the
system.

MR, DEPRTEST: I think, Mr. Chairman,
had you asked that guestion two years ago, you would

have gotten a totally different expression on our faces
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as we're contemplating an answer. We have all, I
think, been very lmpressed with the openness of your
current management team, and they have offered to share
information with us and discuss things with us that,
frankly, didn't happen in the past.

At one time, to use George's reference
as children, we were scomewhat to be seen and not heard,
and we tended to hear about things as they were
happening and not be a part of the discussion. We
don't want te run TVA. What we really would like is to
have encugh information to run our own systems by
understanding where TVA is going and to have some
degree of input in the directicn at times.

ME. SANSOM: You know, I do know we're
faced with the next plant, what we do, and I hope we
have the dialogue with you all to try to help us figure
those things out, debt, whether there a Watts Bar Z or
not, those kind of things, and so vou feel like today
vou've got that relationship is what you're saying o
have thalt discussion.

MR. GLOVER: We have got a great
relationship. The dialogus is there. Your management
team has provided informaticn that we were not used to
having. It's & great opportunity for us to Xnow what's

going on with a big part of cur business.
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1 MR. SANSOM: Let me ask then this

2 question of ownersnip. Has TVPPA talked about

3 ownership of any TVA faciiities at 2117 Has that ever
4 peen talked abecut? I'm talking about partnerships of

5] ownership or your capital?

& MR. DEPRIEST: Yes, sir, it certainly

7 has been tTalked about.

8 MR. GLOVER: Various methods cof doing

9 that and there's nothing concrete or written down as to
10 what we'really want, but we do know that ownership

11 gives us some stebility in knowing where we're going

iz down the road, and we think we can be a good partner in
i3 that part cf the business with TVA. OCur costs of
14 dollars that we have are somewhat less than the cost of
15 dollars that vou can get at TVA, and we'd be willing o
16 share that part of the lecad in exchange for sonme

17 ownership or a partner in business.

i8 MR. DEPRIEST: For a number of years,
19 we have talked on this issue of long-term contracts.
20 To many of our minds, there's nething more long-term
21 than a partnership agreement in which ownership is
22 shared. And, frankly, we fTend to think that ownership
23 leads to more of a true partnership than in the past.
24 And we have some concerns about yvour debt ceiling that
25 there are probably goling to be times when you could use
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scme help with the financing, we're willing to step up
and participate.

MR. HAYSLETT: Mr. Chairman, I don't
know that in the past there's been any specific
discussion with regards to specific facility. But
starting with a long-term contract negetiation 12 to 18
months age, this became part of that discussion, and
it's evolving and ongoing, and we have expressed an
interest, and I have heard some interest from TVA's
side about some distributor partnership and ownership
through several different mechanisms that gives us some
equity in the business and uses cur finances to help
not add to your debt, bub nof necessarily puts us in
the operation position of it.

MR. SANSOM: Fred, while you're -- let

me ask you one thing on —-- yvou said something about the
heritage -- I don't know. You talked about the

rights ~- not the rights, but being able to purchase
this heritage buyers and heritage -- kind of go through
that with me.

MR. HAYSLETT: It's my understanding
that if those remaining distributors who choose not to
take any part of their load or leave a large percentage

of their load left with TVA, would have first acceass

right to those heritage assets that TVA has got and not
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a new distributor or a new customer or that type of
thing.

MR. SANSOM: Or somebody coming back
heloN:

MR, HAYSLETT: It depends on the
process 1in which somebody decides te come back. TIf I
as a distributor decide to stay, there is some benefit
T should have for that in not glving notice for any
part of my ilcad and that's part of this framework
discussion. If we choose not to glve notice, what
benefit is that? [If we're going to try to assist and
help someone who wants to leave and be able to leave
and have ftransmission access, there is some benefit
that would accrue to us that decided to stay, and part
of that is rights to that heritage generation.

MR, BOTTCORFF: I want to go back and
just sort of understand the premise that I heard you
say was there as 1t related Lo the reason for the TVPPA
proposai, and what I heard was that there's a belief
that the fence will come down. I think you —— is that
a TVPPA belief that the fence will come down or is
that --

MR. SANSCOM: Or would you rather 1t not
come down?

MR, BOTTORFF: Then I want you to talk,
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if you believe it will, then I want you to help me
understand why you belleve sc strongly, because 1
tnought there was some experiments in sort of & more
freely competitive utilities system than turned out to
not be so good with power outages and increased costs
and some scrt of thing. Is free competition really the
pest way to service such & capital intensive industry
as the power industry?

MR, HAYSLETT: I don't know. I don't
know that we believe that there's going to be an effort
to bring the fence down wholesale. I do believe that
if we do not work cout this issue of transmission access
through & contractual agreement, tThere will be a
iegislaﬁive action that to some degree affects the
fence with regards to those distributors who've already
glven notice, which will then adversely affect some of
those distributors who do not give notice. There is no
dount in my mind that there is legislation sitting on
somebody's desk today that will be introduced to affect
that fence if we cannot come up with some sort of
contractual agreement fairly soon.

MR. BOTTORFF: Sco you're not dealing
with what is a broad description of the ideal economic
model for the distributlion of power in this couniry.

You're really talking about the practical issue that
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really is brought about in part because of the Kentucky
situation right now.

MR. HAYSLETT: Yes, sir. And also -- I
think TVA needs the right bevyond what they already have
to sell what I describe as excess power. I don't mean
at my detriment do you have that right to go sell --
but what I would describe as excess power, Lo be able
to do that, I think vou need to have that ability to do
that as yvou lose some over here, and I think you need
the ability to be able to do that, and that's going to
have to take some sort of legislative modification.
That helps keeps you whele, which in turn helps me if 1
stay with a hundred percent of my load.

MR, BOTTORFE:; Help me -- Lthis is what
I'm tryving to understand is, 1if the mission is low cost
reliable power and hopefully lowest cost reliable
power, Chen what is the best economic model that's
there to do that for the customers of TVA? And when
vou think about this being a capital intensive
industry, one in which capacity comes on 1n great big
chunks and, therefore, excess capacity 1s very
expensive, 1t Just seems to me that being able to —-
that the TVA model is a very good model, and I'm trying
to understand why it isn't from a standpoint of really

satisfying yvour needs, what's wrong with it that makes
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you want to go away from that model, which ig what this
proposal does.

MR. HAYSLETT: I'm not sure that this
proposal totally goes away from that model. I think
this propesal is the best possible answer to -- from
what | have seen possible proposed legislative action.

MR. BOTTCREE: [ see.

MR, SANSOM: So that's your action to
that is what vou're saying?

MR. HAYSLETT: It is also cne of Lhe
reasons we have some of the lowest retall rates in this
valley is the fact that TVA ig our regulator. AS
distributors, we operate on a very, very small margin
and that's one of the reasons we have very low and
competitive retaill rates in the valley. We don't
necessarily have very low and competitive wholesale
rates all the time.

MR. GLOVER: This document best
represents the whole 158 distributors. There are
distributors on both ends of the issue, bul whenevar
you talk about the wall coming down, every
distributor's eyes open up because of the unknown.
Wie're real comfortable with the generation transmission
operation that TVA has. We feel like that we are very

fortunate there. Probabliy the biggest thing that you
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will hear from folks that are looking to go somewhere
else along the Kentucky boarder is the lower rates.

But the second thing is having some
ownership in the assets that kind of gives you a longer
view and allows you fto be invelved in a longer term,
more than five years, maybe 20 years, whatever. But it
stabilizes the whole operation, not just TVA's, but it
also stabilizes each of our distributor models at our
local scene.

ME. DEPRIEST: For a number of years,
Mr. Chairman, the TVPPA position has been defensive,
What do we do to protect ourselves should the fence
come down? Will it come down? I don't know, but I
don't trust political whims. A few vears ago
deregulation was the greatest fad in the world. It
died pretty quickly when people got a good dose of what
it reatly meant, but I don't know that I think that
that's én incculation against 1t coming back.

I will add, though, vou are the
governing board for one of the largest entitles in this
country. We, sometimes as distributors, think of TVA
as a little blt like one of these large ships carrving
2ll te this country. It takes an awful lot of real
estate and a long, long time toc turn it around or to

change its direction. We have seen TVA provide
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operational excellence for a number of years, but to
get to your point, I'm not sure that the fence or
anything else would be an issue 1f we didn't have Z5
pillion dellars worth of debt, and if we hadn't just
seen a 33 percent increase in wholesale rates over the
fast 10 years. That has a way of making it less
comfortable.

ME. SANSOM: But there is a side of
that that we sit here and talk today about TVA and
we're assuming everybody ocutside of us is perfect. 1
don't think they are. I mean, one thing I want to be
sure I understand that so what you're saying is given
the fence ilssue, you came up with this policy. It's
not necessarily what you would do as a policy 1f the
fence were "protected.” In other words, in fact, one
of your things was you would agree to support this
megawatt for megawatt idea, and 1f I understand what I
hear you =ay, vou've done that in the framework that
you, for some reason, believe the fence might come
down. So if the fence doesn't come down —-

MR. HAYSLETT: There have been several
things that have happened from the time you begln the
noticing distributors giving notice through discussions
in Washington to everything eise that certain

approaches would benefit not all distributors. Okay.
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In an effort to provide & framework
that would benefit all distributors, we tried to
develop this propoesal so that -- it was the dynamics of
what was happening at the time and, vyou know, conce one
thing starts, everything else starts to fall in place,
and we could have nothing and watch it happen and see
where 1t fell or we tried tc develocp a proposal in
conjunction with TVA, and in conijunction with the
noticing distributors that would end up being fair to

B =

ail of us.
Az 1 said in my remarks, I doubt very

seriously that Columbus Light and Water would be a
distributor that would give notice, but 8 to 10 years
ago, one of my neighbers cdid give notice, and his main
concern was the same thing that Jim ARllison had is, he
didn't want Lo be the lasi man in the boat with the
debt.

MR. BOTTORFE: 3o if debt were down and
rates were going down, you'd feel a lot better?

MR. HAYSLETT: I'm going to feel & lot
better in five weeks.

MR, SANSOM: Y'all thought it would be
interesting to talk about whether you want to share in
this ownership thing, maybe we just want to give you

some debt.
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I think that's helpful, because I think
what we're hearing, is you know, we come along, we're
vind of late on the arrival here. To be honest with
vou, when I read your position, 1 had a hard time
totally understanding, that -- how are you friends or
however. But -- so what you're really saying is given
the environment we're in, that the fence is there, this
is your position. If the fence weren't messed with,
you might not have this position is what I hear you
saying. That's pretty important, I think.

MR, DEPRIEST: Could I make one
comment} Mr. Chairman. I think there are a few
distributors who would also take the position that I
take that some exposure to wheolesale competition would
be a good thing for TVA, and would help in getting both
the debt down and holding rates down in the future.

MR, SANSOM: I understand. 1 don't
disagree with that at all.

MR. DUNCAN: Well, Mr. Allison proposed
at cne point that we increase our rates to reduce the
debt, 1is that something -- is that idea sharec with the
other distributors? Was that popular?

MR. DEPRIEST: I think we would all
like to see the debt addressed. My perscnal belief

would be that I'd like to see you pay 1t down as slowly
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as you can, frankly. I think there are certainly
pressures from outside the valley that the debt be
addressed, and as a geod business man, were I running
VA, I would pay the debt down, but we woula like to
see 1T go at a relatively slow rate to have as little
impact con our rabte payers as we can.

MR, SANSOM: You know, there 1s, again,
coming in like we have, Denny is going to have some of
that charge, but, vyou know, to me in a way there is an
emotional thing about 25 biillion. Ii's so big te all
of us to pay it down, but I think it's what you say is
impeortant you've got to be sure the rates are right,
and T think we understand that, and what we're looking
at, because when it's AAA rated debt and we've got to
watch rates, we've got to not get Lo anxious to me.
That's what you're sayving.

MR. GLOVER: Our consumers do bear the
burden and it is good to spread that for as long a
period and take the debt down, but not be dramatic on
the front end.

MR, SANSOM: I mean, we'wve got faced
whether we want "another Watts Bar" or not and whether
the debt is right for that, so it's not just us saying
take the debt down. You got to figure cout what you do

with rates, and whether Watts Bar is a better

MARGARET WELKER & ASSOCIATES

77




{n

9

10

11

iz

[
-k

|-t
oo

investmgnt for rates than this emction of saying take
the debt down.

Bill and Skila, you've been through
these battles, you got any -- what'd we miss?

MR. BAXTER: It's great. This 1s great
having this input.

MR. SANSCM: Howard.

MR. THRATLKILL: Mr. Hayslett, your
oroposal, which is evelved in this era of a practical
approach and not an ideal environment was to allow
measured access inside the fence for in some way
encourage wholesale pricing and some degree of cholice.
You say that's a first step.

The seccond step theﬁ would rely con the
tegislative sclution that would ailow TVA to sell
outside and even though we've talked a lot about rates
and costs and so forth, all the data I see suggests
that TVA, despite some of the criticism it comes under,
is in the lower guartile in costs of the major
suppliers. How can you make me feel comfortable with
this proposal when I feel like 1f we were try to sell
coutside the fence, we would encounter a storm of
resistance and that legisliative soiution would be a
long time coming.

MR. HAYSLETT: You currently have the
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ability to sell to 14 —-

MR. THRATLKILL: ['m talklng about
cutside the 14.

MR, HAYSLETT: Yeah, right. That takes
vou deep in the market anyway. You may very well meet
resistance in taking that fence down in a modified
manner, but I would think if you had a modified manner
in which & fence came down and which it was tied to
growth and the departure could be such that it would be
a megawatt for megawatt type issue, that the resistance
would be much less than it would be 1f you just go out
there and somebody in congress drops a bill and the
fernce hits the floor.

MR, KITCHENS: To follow up with that,
if we had --

MR. THRAILKILL: With all due respect
that's not real comforting to me, because 1 know that
we're golng to -- 1ls there anything beyond, this is
better than Armageddon?

MR, KITCHENS: It's my hopes that
through the contractual solution that's been discussed
and promoted here today that we will have had the
opportunity to demonstrate not only inside the valley,
but as an example to others, how this solution can

work, and hopefully that would be a positive influence
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on the p@op}e in Washington that might craft
legislation to know that it can be done in a measured
way that is beneficial to all and not harming anyone.

MR. HAYSLETT: If the fence was
modified so that vyou can have the right to sell cther
than the exlisting 14, and that's pretlty deep in the
market by itself, but if{ you had the right to do that,
as you had people leave with -- and you're talking
about your growth matter, vyou have some options to make
whether you want to sell it or not or whether you want
to shut down some inefficient units or there are a lot
of things, bult it provides you with some options that
helps you as far as the debt is concerned.

These of us whoe remain, want to make
sure that we have given -- that TVA has all the options
they have. That they have Lhe right to do scmething
and can sell that someplace else that we don't get
stuck with whatever's left. Now, the optiocn may not be
to sell. The option may be to shut down an inefficient
unit as you lose some of those issues. But we're
trying te, in addition to those and give notice, we're
trying to make sure that those of who choose To remain
loyal to TVA, don't pick up some undue burden, and we
think that's a method in which that happens.

MR, SANSOM: 1T think that's important.

MARGARET WELKER & ASSOCIATES

80




[
[}

[

N

jo
o

pt
W3

R
[aal

MR. GLOVER: Those of us that stay,
want TVA to be as strong and as viable and able to
carry on the business as possible. It's in our bhest
interests that you all are as healthy as you can
possibly be.

MI. SANSOM: That's a good way TO end.
Thank you very much. anything else? Tom, rell us what
to do, sir.

MR, KILGORF: Let me Jjust ask the next
panel, we're going to take a 10-minute break. I know
if will be hard to get everyboay pack together, but I
would like the board and the next panel to be in place
in 10 minutes and everybody else will come back, so If
we could do that.

(Whereupon a brief recess was taken,
Off the record.)]

MR. KILGORFE: Thanks for getting back
in a timely manner. I want to introduce the third and
last panel. We have with us today people that are of
interested parties that are not distributors on this
panel.

First of all, Ed Bredniak, the
president of CC Metals and Alloys, who 1s here
representing our direct serve customers, the Tennessee

Valley Industrial Committee. Mark David Goss, the
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